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Recent figures on macroeconomic performance in Peru have reinforced the view that the country's
economy is well on the road to recovery from the disastrous situation that prevailed during the
1980s. However, reduced inflation and robust GDP growth have been paralleled by a dramatic
increase in poverty and deterioration in social services. In fact, concerns over the potential for
social unrest have recently resulted in increased cooperation between the international lending
institutions and the Peruvian government aimed at directing more resources to the growing
numbers of destitute in city shantytowns and rural villages. In August 1990, just after President
Alberto Fujimori took office, the government implemented a harsh austerity program that became
known as "Fujishock," described as the economic equivalent of "surgery without anesthesia."
One of the plan's main goals was to combat runaway inflation that was hovering around 7,000%.
Nearly four years later, the gains in terms of macroeconomic performance are impressive. Inflation
is now running at about 2% per month. Thanks to this and other achievements, Peru is back in the
good graces of the international financial community, with money from new loans beginning to
flow into the country. During the first two months of 1994, the GDP grew at a rate nearly 10% above
that registered during the same period last year. For 1993, GDP growth in Peru was 6.5%, one of the
highest rates in Latin America. Private business leaders say they can now see light at the end of the
tunnel. Roque Benavides, president of the National Mining Society, said, "The economic reforms
have allowed financing costs to go down and security to improve. We now have a more efficient
country than we had three years ago."
According to Lucas de Tramontana, vice president of the Association of Fishing Enterprises,
"There have never been better business opportunities in Peru than at the present time. The current
economic picture is an incentive for investment." However, the economic turnaround has not
translated into improved living conditions for the majority of the population. To the contrary, the
macroeconomic gains have been paralleled by an unprecedented expansion of poverty in Peru.
In the words of sociologist Alberto Panessi, "A lot has been said about the economic recovery, the
growth rate of the GDP...but that has not translated into more jobs nor into better salaries, except
for a tiny fraction of employees of large, private businesses." Increased unemployment is one
of the main factors fueling the rise in poverty. According to economist Manuel Lajo, "If we take
August 1990 as a reference point, when the International Monetary Fund (IMF) adjustment plan
was first implemented, and look at July 1993, we see that industrial employment in Lima fell 68%,
employment in the commercial sector fell by 62%, and in the service sector by 69.9%."
The ranks of those living below the poverty line have swollen from eight million people, 40% of the
population, in 1985, to more than 11 million in 1993, 53.6% of the population. Currently, about 29%
of the population, some seven million Peruvians, live in extreme poverty, defined as not having the
means to cover minimal nutritional requirements. In the rural areas, 71.1% of the population lives in
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extreme poverty. Nationwide, 37% of children under five years of age are chronically malnourished.
Among the working population, part of the response for dealing with increased economic hardship
has been to demand wage increases. But most such initiatives have not been successful. For
example, in March the government announced increases in the minimum wage, breaking a wage
freeze that had been in effect for the previous three years. However, the increases were criticized
by workers as totally inadequate, and several unions threatened strikes if the government does not
come up with a better response for state workers.
The government move, which increased the monthly minimum wage for workers in the public
sector to US$137, and for the private sector to US$60, hardly makes a dent in a family's ability
to make ends meet. For example, the monthly cost of the basic food basket is US$339. Union
spokespersons said that inflation during the period in which the wage freeze was in effect was
600% more than the size of the raise now being offered by the government. After the government
announced the wage hike, the country's two main labor federations the Confederacion General de
Trabajadores (CGTP) and the umbrella organization for state employees' unions, the Confederacion
Interesectorial de Trabajadores Estatales (CITE) said the increase failed to meet the workers' needs.
The teachers' union called the raise, which for teachers amounts to US$0.25 a day, a "miserable
tip." The average salary for teachers is US$150 per month. Teachers are demanding an increase
to US$400 per month. Despite the dramatic increase in poverty, the Fujimori administration has
kept a lid on social spending. In 1993, spending on social services such as health and education
amounted to barely 0.9% of the GDP, compared with 4.7% in 1990, according to figures released
by the Finance Ministry. But in recent months, international lending institutions have become
increasingly concerned that the continued lack of attention to the plight faced by the country's poor
could have serious social implications. This stance has prompted the government to allocate more
funds for social spending. For example, more than US$21 million was earmarked for public works
projects during the first quarter of 1994.
Another US$22 million will be released in the near future, according to the government. The
monies will be distributed by the National Social Compensation and Development Fund (Fondo
Nacional de Compensacion y Desarrollo Social, FONCODES) and will be used to create new jobs
by investing in projects with small and medium-sized businesses and producers both in Lima and
in the poorer rural departments such as Ayacucho, Cajamarca, Junin, Ancash and Huancavelica.
FONCODES currently channels funds to projects in agricultural production, health, education,
nutrition, transportation, energy and sanitation.
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